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BUSINESS AMD PUBLIC OPINION
Mr. Chairman, etc.-
During the last few years a good many businessmen have been waking up 
to the fact that failure of the public right here in the United States to under­
stand how business operates can be a serious threat to our American economic 
system.
For example, a number of surveys have indicated that the man in the 
street has some fantastically wrong ideas about business profits. In one of 
these studies in which people were asked, "Out of every dollar which large busi­
ness companies take in, about how many cents do you think they keep as clear 
profit?” —  two-thirds of the answers were more than 10 cents, and one half of 
those interviewed said more than 30 cents!
A few businessmen might say they only wish that the public was right, 
and that profits really were that high, but this sort of ignorance is nothing 
to joke about. It means not only that a lot of employees have exaggerated ideas 
about the wages business can afford to pay, but also that consumers think it 
might be easy to make a drastic cut in prices, and politicians think business 
can well afford to pay heavy taxes.
While these utterly mistaken notions about profits may be the most 
immediately important evidence of public ignorance about business, they are by 
no means the only ones. We all know that we live in a capitalistic economy, but 
there are an amazing number of people who have practically no idea of the sig­
nificance of capital in the processes of production and distribution.
Recently, national organizations and individual companies have devoted 
increasing attention to explaining the facts of business life to the general
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public. This is all to the good, but these efforts are not yet as successful 
as they should be.
In ray opinion, too much of this propaganda for American business 
tries to do a selling job without giving any real explanation or enlightenment. 
We are told over and over again that the American system has produced the high­
est standard of living in the world. We are not told often enough why and how 
the system operates to produce the highest standard of living.
I do not think it is enough to brag about our past accomplishments.
I think that every American should know and understand at least a few basic 
facts and figures about business. Otherwise, a lot of people will be easy marks 
for the first demagogue who comes along when the going gets a little tough.
If people do not understand the function of capital in business and 
if a majority of them thinks most businesses are making 20 per cent or more 
profit, it is not enough just to talk about the high standard of living. It 
is time to get them right on the facts and give them explanations they can
understand.
One reason for this lack of public understanding of the operations 
of our business economy is the long period of years during the 19th Century 
when most businessmen felt sincerely that what they did was none of the public’s 
business. Some of them didn’t even provide information for people who had in-
bested in the business.
For example, in 1866, soon after the New York Stock Exchange was or­
ganized, a letter was sent to all listed companies asking what reports they 
made to their stockholders. One company —  an important railroad* —  wrote 
backs ”We don’t make any reports.” And many of the others indicated that their 
reports were very sketchy.
*Delaware, Lackawanna and Western
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As a c e r t i f i e d  p u b lic  acco u n tan t, I  n a tu r a l ly  have a s p e c ia l  i n t e r e s t  
in  th e  g radual change-over from  th i s  a t t i t u d e  o f  concealm ent to  th e  modern 
b e l i e f  t h a t  i t  i s  sound b u s in e ss  to  keep th e  p u b lic  inform ed. This change-over 
corresponds r a th e r  c lo s e ly  to  th e  developm ent and growth o f  p u b lic  accoun ting
in  th e  U nited S ta te s .
One o f  th e  f i r s t  developm ents in  th e  d i r e c t io n  o f p ro v id in g  more 
f in a n c ia l  in fo rm atio n  about b u s in ess  came from th e  d e s i r e  o f E ng lish  in v e s to rs  
to  know more about th e  American companies in to  which th e y  were p u tt in g  a l o t  o f 
money during  th e  l a t t e r  p a r t  o f th e  19th C entury . At th a t  tim e , as you know, 
th e  U nited S ta te s  was h e a v ily  engaged in  im porting  c a p i t a l  in s te a d  o f  ex p o rtin g  
i t ,  and some o f th e  Europeans who fu rn ish ed  th e  bu lk  o f t h i s  fo re ig n  c a p i t a l  
f e l t  t h a t  th e y  were e n t i t l e d  to  know what was being  done w ith  t h e i r  money.
As a r e s u l t ,  a co n s id e ra b le  number of E nglish  and S c o ttis h  c h a r te re d  
acco u n tan ts  — the  fo re ru n n e rs  o f our c e r t i f i e d  p u b lic  acco u n tan ts  — came to  
t h i s  co u n try  in  th e  1880’s and 1890's  to  make in v e s t ig a t io n s  fo r  th e  b e n e f i t  o f 
European in v e s to r s .  Some o f  them stayed  here  to  found American p u b lic  accoun ting  
firm s and th e y  cooperated  w ith  Americans in  th e  same f i e l d  to  e s ta b l i s h  p u b lic  
accountancy a s  a profession®
In  those e a r ly  days, however, we were s t i l l  a long way from  w ide-sp read  
d issem in a tio n  o f f in a n c ia l  f a c t s .  I t  i s  re p o r te d  th a t  in  many cases  when an 
a u d it was made th e  a u d ito rs  came in  s e c r e t ly ,  d u rin g  th e  evening and on Sunday, 
because i t  was fe a re d  people would th in k  th e re  must be som ething wrong w ith  the  
company i f  th e  p ro p r ie to r s  f e l t  t h a t  an a u d it was n e ce ssa ry . The tre n d  toward 
w id e ly -p u b lish ed  f in a n c ia l  s ta tem en ts  was very  slow  in  g e t t in g  s t a r t e d .
Even as l a t e  as the  1920 's  the  a t t i tu d e  of some c o rp o ra tio n s  toward 
th e i r  s to ck h o ld ers  and th e  p u b lic  seemed to  be , " t r e a t  'em rough, and t e l l  them 
as l i t t l e  as p o s s ib le ."  But to d ay  alm ost every b ig  c o rp o ra tio n  d evo tes a
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great deal of time and effort to presenting an informative annual report which 
will tell the stockholders about the company’s business in clear and simple terms. 
Many corporations send the same report or similar reports to their employees, and 
quite a number pay for newspaper advertisements to tell the public about the dollars 
which the corporation takes in, and how these dollars are distributed in taxes, 
wages, payments for materials, other expenses —  and dividends. The least of these, 
as you probably know, but many people don't, is dividends.
To my mind, this increasing emphasis on giving information to the public 
is one of the best proofs that our American system is not static; it is growing 
and developing with the times. It was not until 1900 that the New York Stock 
Exchange first requested all companies applying for listing to issue a yearly state­
ment. And it is just in the last decade that we have seen a tremendous acceleration 
of the trend toward better and more easily understandable annual reports. It is 
still going on. Last year Financial World sent a questionnaire to one thousand cor­
porations, and 71 per cent replied that they were planning further improvements in 
their reports.
Of course, business is still competitive, and we do not expect every manu­
facturer or store owner to tell his rivals exactly what he pays for each of his 
products, nor his margin of profit item by item. However, we do see a steadily 
growing number of annual reports which contain statements somewhat as follows:
Last year we took in............................... $10,000,000
We paid in federal, state and
local taxes...... ............................... 1,000,000
We paid in wages and salaries.... .................. 6,000,000
We paid for materials we bought and
for facilities used in production...... . 2,2£0,OOO
We paid in dividends to owners of
the business..................................... 500,000
We retained to build up the business.............. . 250,000
Business and Public Opinion
Now, there are two very important questions about the publication of 
information of this kind. The first is whether the public believes it. The 
second is whether the public understands it.
There is still some skepticism about corporation financial statements, 
but I believe it is diminishing. Most of this skepticism, I suspect, is a hang­
over from the business failures of the 1930's when there were a few widely pub­
licized cases of dishonest reporting by corporation managements. I think there is 
very little, if any, deliberate dishonesty today, but when public confidence is 
shaken, it returns rather slowly.
The thing most needed for wider public confidence is covered in ray 
second point: public understanding. And that is not so easy to achieve, because 
Americans are very poorly educated in the subject of business figures.
Let's go back to profits for an illustration. As I said, a majority 
of the public believes that business profits are much higher than they actually 
are. More than that, I doubt if many people really know what profit is or how it 
is calculated.
The question in the survey to which I referred was phrased very care­
fully. Let me repeat it: "Out of every dollar which large business companies 
take in, about how many cents do you think they keep as clear profit?".
After this question had been answered the same people were asked how 
high they thought business profits ought to be. The first question, as I told 
you, revealed the interesting fact that the average American thinks business prof­
its are at least two or three times as much as they actually are. The second 
question revealed something which is perhaps even more surprising: The average 
American also thinks that a fair profit for business is considerably higher than. 
the actual average for our large corporations has ever been in modern times.
Thia leads to two important observations. First, business has not yet 
succeeded in getting over to the public even the most elementary facts of business
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l i f e .  Second, in s te a d  o f fo llo w in g  th e  c u r re n t  fa sh io n  o f  m inim izing p r o f i t s  
and t ry in g  to  persuade people t h a t  p r o f i t s  a re  so sm all a s  to  be u n im p o rtan t, 
b u s in e ss  might be b e t t e r  adv ised  to  c u l t iv a te  a b e t t e r  p u b lic  u n d ers tan d in g  o f 
th e  e s s e n t i a l  fu n c tio n  which p r o f i t s  perform  in  our American economic system .
The econom ist, P e te r  D rucker, made a very  in te r e s t in g  comment on t h i s  
su b je c t n o t long ago. He sa id  t h a t  even though employees may be wrong in  th e  
a c tu a l  f ig u r e s  which th e y  use in  e s tim a tin g  b u s in ess  p r o f i t ,  they  a re  funda­
m en ta lly  r i g h t  in  em phasizing th e  im portance o f  p r o f i t s .  And he added th a t  i f  
a  m a jo rity  of th e  people ever became firm ly  convinced t h a t  p r o f i t s  were so sm all 
as  to  be un im p o rtan t, they  would q u i te  n a tu r a l ly  ask  what rea so n  th e re  i s  to  
p re se rv e  th e  p r o f i t  system .
Now a l l  o f t h i s  i s  very  in te r e s t in g  as a study  o f what people  th in k , 
b u t when you s to p  to  an a ly ze  the  problem  i t  should q u ic k ly  become ap p aren t th a t  
th e  s iz e  o f  b u s in ess  p r o f i t s ,  p a r t i c u la r ly  in  r e l a t io n  to  d o l la r s  o f s a le s ,  i s  
no t a v e ry  s ig n i f ic a n t  q u e s tio n .
For example, a g ro ce ry  s to re  which tu rn s  over i t s  m erchandise s e v e ra l  
tim es a y ear can do very  w e ll on a sm all margin o f  p r o f i t  f o r  each item . A 
f u r n i tu r e  s to r e  which must keep expensive s to ck s  on hand, and has a r e l a t i v e ly  
low r a t e  o f tu rn o v e r , must have a much h ig h e r margin o f  p r o f i t  per item  i f  i t  i s  
to  s ta y  in  b u s in e ss . In  a c tu a l  f ig u r e s ,  a 50 per cen t mark-up or even more in  
a f u r n i tu r e  s to re  may be p e r f e c t ly  re a so n a b le , w hereas a 20 per c en t mark-up may 
be e x o rb ita n t  fo r  many k inds of food .
As you know, th e  mark-up o r percen tage  o f p r o f i t  per d o l la r  o f  s a le s  
i s  on ly  one way o f c a lc u la t in g  p r o f i t s ,  and i t  i s  o f te n  th e  l e a s t  s ig n i f ic a n t  
way. In  many c a se s , i t  i s  much f a i r e r  and more in fo rm ativ e  to  f ig u re  p r o f i t s  in  
r e l a t io n  to  th e  amount of c a p i t a l  in v e s te d . But of  co u rse , th a t  i s  more d i f f i c u l t  
to  c a lc u la te  and i t  i s  much h a rd e r to  e x p la in  to  th e  average c i t i z e n .  Let me 
give you an o ther i l l u s t r a t i o n .
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Suppose that there are two makers of mechanized widgets who do about 
the same volume of business. One of them buys three parts from three suppliers 
and puts them together in a small assembly plant. He has a relatively low 
capital investment and he can do very well for himself on a small profit margin.
The other manufacturer has a large factory in which he makes all of the parts 
himself. He has a heavy capital investment and his profit on each item must be 
considerably greater than the first manufacturer if he is to come out with the 
same percentage of return.
Of course, this does not mean that Manufacturer B has to sell his 
product for a higher price than Manufacturer A. It only means that in the case 
of the man who has the assembly plant a considerable part of the return on capital 
investment has already been taken by the suppliers who sell him his parts.
What I have been trying to show by this illustration is simply that 
even in the same line of business the profit figures for two different companies 
cannot be fairly compared without a full examination of all the facts and circum­
stances.
One of the basic functions of accounting is to assemble and present 
financial facts in such a way that they can be understood and evaluated. However —  
and this is one of the things which accountants are forever trying to explain —  it 
simply is not possible to reduce the figures for a hundred different companies to 
a common denominator which will make it possible for any layman to compare them at 
a glance. I wish that it were possible and I can assure you that the certified 
public accountants of the United States have devoted a tremendous amount of time 
and thought to the problem of making business figures easier to understand. There 
comes a time, however, when we cannot help feeling that the burden should not be 
entirely on our side. In a democratic free-enterprise system it seems to us not 
too much to ask that the citizens of the best educated country in the world ought 
to know a few elementary financial facts about business.
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F rank ly , I  th in k  th a t  the  average h igh  sch o o l s tu d e n t in  th e  U nited 
S ta te s  knows more about n u c le a r  ph y sics  and th e  atomic bomb than  he knows about 
th e  investm ent o f  c a p i t a l  in  b u s in e s s , o r th e  meaning o f  a c o rp o ra t io n 's  
f in a n c ia l  s ta tem e n t.
I  am even su re  t h a t  le s s  than  one in  ten  o f  th e  many m ill io n s  o f  
Americans who hold  common s to ck  in  our c o rp o ra tio n s  can make an i n t e l l i g e n t  
a p p ra is a l  o f th e  annual r e p o r ts  which th ey  re c e iv e  every  y ear from  th e  companies 
in  which they  have in v e s ted  t h e i r  money.
Of co u rse , we now t r y  to  p r o te c t  them in  s p i t e  o f them selves from t h e i r  
own ig n o ran ce . Under th e  S e c u r i t ie s  and Exchange Act every  c o rp o ra tio n  l i s t e d  on 
a m ajor stock  exchange must have i t s  books a u d ite d  by an independent p u b lic  ac­
c o u n tan t. Many o th e r  c o rp o ra tio n s  do th e  same th in g  v o lu n ta r i ly .  This independent 
a u d it  does g ive  assu rance  th a t  th e  f ig u re s  a re  a f a i r  p re s e n ta t io n  o f f in a n c ia l  
r e s u l t s  o f  o p e ra tio n s . Even a t  t h i s  p o in t ,  however, I  o f te n  wonder how many s to ck ­
h o ld e rs  look c a r e f u l ly  enough a t  the  annual r e p o r ts  th ey  re c e iv e  to  see  w hether 
th e  c e r t i f i e d  p u b lic  acco u n tan t who has made the  a u d i t  and expressed  h is  w r i t te n  
op in ion  o f th e  f in a n c ia l  s ta tem en t has g iven h is  u n q u a lif ie d  ap p ro v a l, o r has 
in d ic a te d  th a t  the  s ta tem en t should be taken  w ith  some re s e rv a t io n s .  A couple o f 
y e a rs  ago th e  a u d ito rs  f o r  one o f our la r g e s t  c o rp o ra tio n s  s ta te d  s p e c i f ic a l ly  th a t  
th ey  d id  not th in k  th e  f in a n c ia l  s ta tem en ts  were p repared  in  accordance w ith  
g e n e ra lly  accep ted  accoun ting  p r in c ip le s .  I  am happy to  say th a t  th e  c o rp o ra tio n , 
whose o f f ic e r s  d id  have an honest d if f e re n c e  o f  op in ion  w ith  t h e  a u d i to r s ,  l a t e r  
re c o n sid e re d  t h e i r  a c t io n , and the  nex t y ea r th ey  went back to  a method o f  ac­
counting  which th e  a u d ito rs  could approve w ith o u t q u a l i f i c a t io n .  I  cannot h e lp  
wondering how many o f th e  s to ck h o ld e rs  ever knew the d if f e r e n c e .
An even more s t r ik in g  i l l u s t r a t i o n  o f  p u b lic  ignorance  o r apathy  i s  th e  
case o f  th e  Tucker c o rp o ra tio n . The f a c t  i s  t h a t  b e fo re  any Tucker s to ck  was pu t 
on the  m arket th e  c o rp o ra tio n , in  accordance w ith  SEC re g u la t io n s ,  p u b lish ed  a
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p ro sp ec tu s  which should  have warned any in v e s to r  w ith  h a l f  an eye t h a t  th e  
f in a n c ia l  s t r u c tu r e  o f  th e  company was dub ious, to  say  th e  l e a s t .  But th e  pub­
l i c  went r i g h t  ahead and bought the  stock  anyway.
U n fo rtu n a te ly , many people  b e lie v e  th a t  the  app roval o f an independent 
a u d ito r  and the S e c u r i t ie s  and Exchange Commission on a s to ck  l i s t i n g  i s  a 
guaran tee  th a t  th e  stock  w i l l  be w orth what th e y  pay f o r  i t .  Of co u rse , t h i s  i s  
n o t th e  case . I f  you sto p  to  th in k  about i t  fo r  a moment you w i l l  r e a l i z e  t h a t  
no one can w ith  c e r ta in ty  p re d ic t  or g u a ran tee  how w e ll  a company i s  going to  do 
in  the  f u tu r e .  A ll  th a t  the  law r e q u ir e s ,  and a l l  t h a t  an independent a u d ito r  can 
p ro v id e , i s  assurance  th a t  the  company's f in a n c ia l  s ta tem en ts  a re  a f a i r  p re se n ta ­
t io n  o f  th e  f in a n c ia l  co n d itio n  a t  th e  tim e th e  s ta tem en t i s  made. I t  i s  up to  
th e  p ro sp e c tiv e  in v e s to r  to  make up h is  own mind w hether, on the b a s is  o f  th e  
f a c ts  d is c lo s e d , th e  investm ent i s  good o r bad.
I  suppose some people  might d e r iv e  com fort from the f a c t  th a t  in v e s to rs  
today  have so much confidence in  American b u s in ess  management and in  th e  a u d ito rs  
who examine f in a n c ia l  s ta tem en ts  th a t  they  don’t  th in k  i t  n e ce ssa ry  to  check up 
even on th e i r  own in v estm en ts . P e rso n a lly , I  don’t  f in d  t h i s  com forting  a t  a l l ,  
because i t  i s  p a r t  of a g e n e ra l f in a n c ia l  ignorance which can prove exceed ing ly  
dangerous when an y th in g  goes wrong. I t  i s  a c tu a l ly  dangerous even in  tim es o f 
p ro s p e r i ty  because today , in  one of th e  g re a t  boom p e rio d s  o f American h is to r y ,  
th e re  i s  a sh o rtag e  o f v en tu re  c a p i t a l  — many c o rp o ra tio n s  have f e l t  i t  n ecessa ry  
to  r e s o r t  to  borrowing from commercial banks when i t  would be much sounder from 
th e  s tan d p o in t of th e  company and the  economy as a whole to  is su e  common s to c k .
I f  our economic system  i s  to  go ahead on a sound b a s is ,  we need a much more w ide­
spread  knowledge o f  the  way i t  o p e ra te s , p a r t i c u la r ly  a s  we encourage a more ex­
te n s iv e  p a r t ic ip a t io n  in  b u s in ess  investm ent by a l l  segments o f  th e  p o p u la tio n .
We need to be su re  th a t  they  w i l l  understand  th e  s ig n if ic a n c e  o f  investm ent to
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co n tin u in g  p ro s p e r i ty ,  and a lso  to  make su re  th a t  th ey  w i l l  know enough to  
in v e s t  w ise ly  and th u s  m ain ta in  t h e i r  confidence  in  th e  b u s in e ss  system . I  
b e lie v e  th a t  a l l  o f  us have a s e r io u s  r e s p o n s ib i l i ty  to  broaden o u r knowledge 
o f  th e  f in a n c ia l  a sp e c ts  o f  b u s in e ss , and to  sp read  t h i s  knowledge as w idely  
a s  p o s s ib le .
We have two b ig  jo b s  ahead o f  us i f  we a re  to  p r o te c t  th e  American 
economic system . The f i r s t  i s  to  make su re  th a t  th e  p u b lic  does have th e  f a c ts  
On t h i s  we have made enormous p ro g re s s . The second i s  to  make su re  t h a t  people 
u n d ers tan d  th e  f a c t s .  On t h i s  we s t i l l  have a long way to  go.
